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USAID-Nigeria Budget Process Support Project

Quarterly Report: January — March 2004

Executive Summary
The Macroeconomic Advisor was engaged in a tour of duty. He reviewed the issues
pertaining to the 2005 Fisca Strategy, provided guidance on data development, and met
with the Macroeconomic Working Group. In addition, two vidting experts provided
assgtance in the areas of human resource and information technology.

The COP attended various mesetings, provided input, and kept the Misson abreast of
developments, paticularly in the area of the Federd Government’s reform blueprint for
poverty reduction and wedth creation - Nationd Economic Empowerment and
Development Strategy (NEEDS).

The Budget Office held aretreat and outlined the goa's and milestones for 2005.

USAID Misson Director met with the Director Gened of the Budget Office to review the

targets and consstency of the program vis-avis the BOF's and the Government's reform
goals.

The Federal Government released the initial verson of the NEEDS.

Work commenced on a revised workplan for 2004-2005 to redign the priorities of the
Budget Office of the Federation and the economic reform agenda of the Government.

Following a due process, an adminigtraive asstant was hired.

Activity Objectives

In August 2002, USAID/Nigeria awarded Deveopment Alternatives, Inc. (DAI) a Task Order
under the SEGIR: Economic Policy Indefinite Quantity Contract to implement the “Technica
Assgtance in Budget Process Support Project” (BPS). The project has a totd value of
$2,557,000 and an anticipated completion date of March 2005.

The BPS project asssts two agencies of the Federd Government of the Republic of Nigeria that
are essentid to the national budgetary process-the Budget Office of the Federation (BOF) in the
Minigry of Fnance, and the Budget Monitoring and Price Inteligence Unit (BMPIU) of the
Office of the Presdent. The BOF is the principd agency responsble for the Federd budget. The
BMPIU is mandated to ensure accountsbility and probity for the Due Process of Federd
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procurement and contracts. A senior long-term technica advisor, who is aso the Chief of Party
(COP), and short-term technicd advisors are working to enhance the government's capecity to
develop, implement, coordinate, and monitor the nationa budgetary process, and support the
BMPIU’s activities.

Quarter Progress

Macroeconomic Assistance: In Februay-March  period, Dr. Ulrich Erng, the
Macroeconomic Advisor provided assstance with respect to macroeconomic capacity
building. He dso undertook activities that included inputs to the Fiscd Strategy for the
2005 Budget, nontoil revenues, and the workplan for 2004-2005.

A few comments are warranted with respect to the Fiscal Strategy.

In its draft NEEDS document, Nigerias economic team has identified the preparation,
creulation and discusson of a fiscal strategy paper as a priority “tool for specifying
priorities and fadllitating trade-offs engaging the Executive, Legidaure, and Civil
Society.” The fisca policy paper, which is the respongbility of the Director Generd
(Budget), in effect, establishes the overal framework for the budget exercise. The current
plan is to prepare the fisca drategy paper for fiscd year 2005 for a three-year period
(2005-2007), as a first step towards buildng a Medium Term Expenditure Framework
(MTEF).

The Fiscd Strategy is guided by and, in turn, forms the macroeconomic framework. The
preparation of the macroeconomic framework across the four main sectors (production and
consumption, banking, government, and baance of payments) is currently a distributed
respongbility and coordinated by the Economic Adviser to the President. The Centra Bank
of Nigeria is responsble for forecasts of monetary aggregates and the behavior of the
baance of payments. The Nationd Planning Commission (NPC) provides forecasts of totd
production, aggregate consumption, investment and related indicators of the “red” sector.
Findly, the BOF is responsible for forecasts of key aggregates for the government sector.

Taken together, these forecasts establish the macroeconomic framework for the budget. At
present, the BOF faces two chalenges with respect to the macroeconomic framework and
the asociated fiscd drategy. Firdt, its own contribution to the macroeconomic framework
and forecass of mgor indicators for the government sector are not derived in an internaly
condgent manner. For example, functiond links between public sector borrowing
requirements and the debt service burden are not fully used. The second chdlenge lies in
the use of the macroeconomic framework in the actual budget preparation. From the BOF's
point of view, the rdationship is currently a lineer one: the macroeconomic framework is
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given, and the fisca drategy and budget accommodate the forecasts. In contrast, the
relationship should be more of a circular or iterative nature. Fiscal dSrategy options define
the premises for the macroeconomic framework, which can therefore not be treated as a
given. While the BOF will not be respongble for pulling the different dements together
into a coherent macroeconomic framework, it needs the capability to assess the
macroeconomic implications of different options as it develops the fisca drategy for the
country. That capability becomes even more criticdl as the budget process is moving
toward an MTEF.

Supporting the Macroeconomic Working Group will continue so that the members could
contribute inputs to the Fiscal Strategy.

Fndly, the project is placing increased emphass on nonaoil revenues. The Federd Inland
Revenue Service and Customs Service provided data that would be used to develop and
caibrate a receipt-forecasting model.

Information Technology (IT) Assistance: In February 2004, Mr. Guillermo Jacoby, an IT
Advisor conducted a review of the current Stuation and the IT needs for the BOF and the
BMPIU.

With regard to the BOF, te review focused on the needs related to automating the budget
formulation, evauation, execution, and reporting processes. Currently, the BOF has little
IT capacity in terms of both sysematization and hardware, and its staffs lack appropriate
skills. Access to a computer is limited to Directors and Deputy Directors. There s virtudly
no access to the Internet from the office, and internal eectronic communications are amost
non-exisent'. In summary, technology within the BOF is not making a significant impact
on productivity and efficiency. While some computer training has been given to employees
within the BOF (induding by this project), lack of equipment makes the training pointless.
Intra- departmenta  information flow and exchange is manud. Expenditure inputs from the
line minigries to the Budget Circular — a vitd element of the budget process worldwide —
largdly flow in a manua fashion. Data from the Federd Inland Revenue Service (FIRS)
and the Nigerian Custom Service (NCS) are submitted manudly, accounts inflow from the
Accountant Generd of the Federation (AGF), and debt data from the Debt Management
Office (DMO) depend on manua processes as wel. The assessment revealed that the BOF
(and the Minigry of Fnance) is sarioudy deficient in three basc dements of financid
management:

= wesk support for data collection;

= dataregigration — avitd function for the Budget Office; and

= data control to ensure authorized spending of public funds.

! The Director General, BOF istaking progressive steps to ameliorate this situation.
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Taken together, these deficiencies hinder accurate flow of information to the executives,
limit choices and thus undermine sound decision-making.

The IT Advisor dso reviewed various information technology needs of the BMPIU. These
included steps to develop a website, review of a scheduling software for the Due Process of
contract/tender mechanisms.

Human Resour ce Assistance

BOF

Dr. Md Schnapper, an expert on human resources provided a second phase of assistance,
which focused on creating a more effective personnd dructure for the BOF. The firg
phase, in November 2003, was mostly diagnostic and surveyed a host of human resource
management and development issues such as career mohility, performance apprasd,
reward sysems and performance management. All of these were found to be rigid
regarding how they might be modified to support the dignment process envisaged by the
BOF. This second report reveded progress and enthusasm for the adignment process, even
when officagparticipants knew that these might not add to their rewards or prospects for
promotion.  As the Director General (DG)-Budget formulates a drategic plan with Goadls,
Objectives, and Initigtives, the plan remans a dynamic management tool, as it must be.
Many of the applications of the dignment process will improve the personnd restructuring
procedures.

This phase focused on creating grester adignment between the BOF Strategic Plan and the
vaious depatments Fscd, Revenue, Expenditure, Budget, Monitoring and Evauation,
Accounts, Adminigtration, and the Management Information Systems Unit.  This was done
by choosing, as much as posshble, the specific Goads, Objectives and Initiatives from the
Strategic Plan and creating Departmental Key Vdue Areas, Objective and Initiatives (who
does what by when and how wdl) that identifies the action plans for implementation of the
Strategic Plan.

The assessment also described the issues and challenges that were encountered during the
process of dignment and what has to change to make the dignment and implementation
proceed more effectivdly so that the BOF can make a dSgnificant contribution to the
Minigry of Finance. The Phase One report (November 2003) had described the specific
issues and problems of the Nigerian Federa Civil Service, specificaly with regard to
providing incentives for above-standard performance. This is a chdlenge for civil services
worldwide. The current findings revedled the enthusasm by the BOF officids on new idess
and clarity about how they can add vaue.
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BMPIU

The BMPIU is a farly new unit with the mandate to oversee the Due Process, diminate
and reduce corruption in the area of Federd government contrects for al Government
minidries. To accomplish this, the Unit has hired about 12 consultants who are thorough
professonas and had previoudy managed their own busnesses. As the BMPIU s
reeching a new stage of maruity, the Senior Specid Assgtant to the President, the Head of
BMPIU, would like to “regularize” or offer the consultants full-time employment postions
and has requested assitance in finding ways to make an attractive employjment package for
these or smilar candidates or candidates who might be dightly junior.

Because of their highly professond nature and their previous history of making dSgnificant
sdaries, thiswill have to be offered more than just financidly attractive compensation.

As was determined by the initid report, the staff members clamed tha they receve
insufficient support for professiona development and raised the following issues.
Officid leave and sponsorship to attend professional meetings that are rlevant;

A mandate and time to train to be more technicaly supportive of ther efforts;
Junior counterparts who could help;

Opportunities where their motivation to accept ful-time employment with the
BMPIU would be redized. The daff described the motivation as an impact a a
netiond level fostered by the commitment of the President to diminate corruption.

Fectors tha would make ther employment more attractive and contribute to ther
immediate effectiveness arel
More sector specidists for monitoring and services in vaious areas. dectricd
engineering, mechanicd engineers with expertise in power and transmission, power
generation, and information technology;
Use of gpecidized software to enhance project management and evaudion
capacity;,
Accessto aloca areanetwork (LAN);
Training in power plant congruction and other aress.

Retreat of the Budget Office of the Federation: In late January 2004, the BOF held a
retreat to chart a new road map that would support the reform process. The retreat focused
on the following themes:

»  Increase revenues

»  Control spending
> Reduce debt
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> Direct the bulk of capital spending towards the priorities of the Government
»  Enaure vaue for money on spending in revenues and expenditures
»  Put controls in place to ensure continuity of policies and programs

The Director Generd, BOF outlined a series of milestones and godls that include:

» Rdease of asound fiscal drategy

> Introducing multi-year budgeting

» A consultative process for the 2005 Budget
> Ealy rdease of the Cdll Circular

At the request of the DG-Budget, the COP presented an overview of the assstance that
would support the gods of the BOF. In addition, the IT Advisor summarized the chalenges
that lie ahead in thisareafor the BOF and its key partner agencies.

Annex | presents asummary.

USAID Meeting with the Budget Office: USAID Misson Director had requested a
meeting with the Director Generd, BOF, to deepen the liaison with the BOF, ascertan
necessaty redignments vis-a-vis the newly initisted economic reform agenda of the
Government, and establish a process to jointly review progress of the BPS Project.

At a meeting held on March 9, 2004, the Mission Director remarked that as the BPS Project
was shaped under the aggis of the previous economic leadership, it is imperative to ensure
that the project's goas are attuned to the Government’s reform initidives, as this would
support the nascent ownership, a critical eement.

The DG-Budget unequivocaly expressed his sincere agppreciation for the assstance
received and remarked on the excdlent rapport. He empheszed the benefits from
drengthening andyticd cgpacity in various aress incduding macroeconomic and fisca
andyss, informaion technology, and human resources. He requested assistance in the
areas of chart of accounts and budget consultation on an urgent basis.

Annex |l provides asummary.

NEEDS: On March 15 2004, the Federd Government released the initial verson of the
National Economic Empowerment and Development Strategy (NEEDS), predicated on a
macroeconomic framework with three main pillars’:

2 Asrequested by the USAID Mission, a separate analytical note was prepared; it isincluded in Annex I11.
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Reforming Government and its Ingtitutions. This would include basic public sector
reforms, privetization, deregulation, liberdization, good governance, anti-corruption
and service ddivery.

Growing the Private Sector. This involves targeted sectord drategies, security, rule
of law, infragtructure, trade and regiond integration.

Social Charter and Human Development Agenda. Priorities include hedth,
education, integrated rura development, employment, safety nets for the poor, gender
and geopalitica balance.

It will undergo conaultation in the immediate months ahead. While the NEED Strategy
would have some implicaions for the Project, it is encouraging to note tha the focus of
assgance within BPSislargely consgtent with this blueprint on reform.

Workplan: Work commenced on a revised workplan for 2004-2005 to redign the
priorities of the Budget Office of the Federation and the economic reform agenda
announced in the NEEDS.

Project Support: Following a diligent due process, the Project employed an
Adminigrative Assgant.

Project Changes

In view of the evolving priorities of the BOF, the BMPIU and the Government (e.g., NEEDS),
the workplan and an accompanying is being redligned. The sdient points are;

Findize the workplan;

Redlign the budget;

Condder hiring an additiond economist with background in econometric software and

knowledge of public finance;

Higher costs for workshops to meet the BOF s strategy;

Increased support to the BMPIU to support its enhanced role in the Due Process mechanism.

Impact on Intermediate Result

12.4: GON economic policy formulation process improved: The project’s goas are beginning
to yidd results that would improve the policy environment. These incdude commitment by the
BOF to adopt the revised chart of accounts, engage in wide consultation for the budget process,
and introduce a multi-year budgeting — afirs-ever initiative to pave the way for the M TEF.
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Problems and OpportunitiesUpcoming Events

Problems and opportunities

The project faces various chalenges as well as opportunities. A few are outlined below:
. Wesk capacities of government officias will require on-going support.

Many officids are not adequatdly traned or have the understanding in public finance ad
this poses a problem of the need, absorption, and relevance of the technicad assstance in
thisarea
The dvil sarvice rules ndther encourage nor innovate the deegation of authorities This
poses a dgnificant burden on lower leve daff to teke concrete decisons and, in turn,
impacts on the decision-making steps for this project.
The macroeconomic working group will continue to need assstance to make a pogtive
impact on the budget process.
Liasonwith other USAID Implementing Partners will support cross-cutting objectives.
In summary, the BPS project is wel postioned to make a pogtive difference in improving
the budgetary process and support the Government in its economic reform initiatives.

Upcoming Events

The project will evolve with the priorities of the Government. Future activities include assstance
in the following aress.
. Continue to support the Macroeconomic Working Group — BOF and other agencies
Initiate steps to provide input to the 2005 Fiscal Strategy and hold a workshop — BOF and
other agencies
Introduce and hold workshop(s) regarding the revised chart of accounts — BOF, line
ministries
Reinforce macroeconomic and budgeting skills— BOF
Review and focus on nort-oil revenue sectors — BOF
Conaultation regarding the budget process
IT Assessment — BOF and BMPIU (dependent upon the timing of the beneficiary
agencies)
Release |etter of offer for tendering website developments for the BOF and the BMPIU
Initiate tender magazine/bulletin for the Due Process mechanisms of the BMPIU
Organizationd development and human resource management — BMPIU  (dependent
upon the timing of the beneficiary agency)
Vigtsby four vidting experts (TDY) in the following aress
o macroeconomic/fisca analyssfor input to the 2005 Fiscal Strategy;
o tender magazine/bulletin for the Due Process mechanisms of the BMPIU;
o MTEF, ad
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o budgeting.
Continue to support the NEEDS process through fiscal reform — Federal Government

TraiNet

Weekly training in the area of macroeconomic training continued (see Annex IV for dealls). No

off-gte workshop was held during the reporting period. A separate report is submitted to
USAID’s officer respongble for this area.
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Annex |

Retreat - Budget Office of the Federation; January 23-25, 2004
SUmmary

Themes

Increase revenues

Control spending

Reduce debt

Direct the bulk of capitd spending towards the priorities of the Government
Ensure value for money on spending in revenues and expenditures

Put controlsin place to ensure continuity of policies and programs

1. Approach and M ethods

I ncrease Revenues
B Grow Government revenues particularly in the following aress
O Petroleum Profits Tax
O Non-oil taxes
B Companies Income Tax
B Customs & Excise Duties
B VadueAdded Tax
U Independent revenue

Control Spending

B Control Government spending by
U Set aggregate spending limits
U Ensure that expenditure levels are sustainable and can be financed
O Change the mix of spending by

Reduce spending on payroll and overheads

Reduce spending on debt service

Increase spending on capita projects

Ensure that penson obligations are met as and when due

Reduce Debt
B |Initidly reduce

U Totd debt rdative to Income (GDP)

O Interest codt rdative to Government revenue
B [ aer reduce

O Debt in nomind terms

O Interest cost in nomind terms
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Target Development and Capital Spending vis-a-vis Priorities

O Link spending towards the priorities of government

U Priorities set by the Presdent

U Initiativesaimed a
B Growing revenues
B Reducing payroll and overheads
B Reducing debt

will enhance the Size of discretionary funds available for capita expenditure

Enhance Revenue Coallection, I ncrease Expenditur e Efficiency, Boost Value for Money
B Database on revenue sources and drivers of revenue
O Employees
U Pengoners
U Sdary structures
Database on debt
Bases of computing transfers
Bases for dlocating capitd votes
Due Process
Minigtries, Departments and Agencies to define output in clear measurable terms
Budget Office to monitor output and report
Corrective actions

Link Controlswith Policiesand Procedures
Oil-price based fiscd rule

Aggregate expenditure calling

Borrowing limits

Revenue collection efficiency
Documentation of fiscd srategy
Documentation of budget processes

Fiscd Responghility Bill

Medium Term Expenditure Framework

Yearly Agenda of the BOF

m Ql
- Fiscal drategy initiated
- Green book for customs (tariff rates)
- 2004 Budget approval — February 20
- 2004 Budget reporting format
m Q2
- Interactive didogue with civil society, Nationd Assembly etc.
- Hiscal dtrategy paper completed
- Introduce multi-year budgeting
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m Q3
- Release 2005 cdl circular
- Complete conaultation with line minidries (duly)
- Draft 2005 Budget — end-August
- Findize draft 2005 - September
B Q4

- Approve 2005 Budget - November
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Annex |1

Meeting Summary
USAID Mission Director & Director General, Budget Office of the Federation
March 9, 2004

The Mission Director had requested the meeting with the Director General, BOF, to deepen the
liaison with the BOF, ascertain necessary realignments vis-a-vis the newly initiated economic
reform agenda of the Government, and establish an on-going process to jointly review progress
of the Budget Process Support (BPS) Project.

Attendees:
USAID - Dawn Liberie, Misson Director; Andy Levin, A/Chief, Economic Growth &
Agriculture; Eke Uka, CTO, BPS Project

BOF — Bode Agudsto, Director Generd; Jmi Lawa, Technicd Advisor to the DG; Muwiya
Baogun, Persond Assigtant to the DG

DAI — Rick Erngt, Boridava Mircheva, Paul Banerjee

The Misson Director thanked the DG and observed that she wished to explore the focus and
dggnificance of the assgtance under BPS, be fully aware of the BOF's priorities, evauae the
impact of the assstance, and review developments on a regular basis. She remarked that as the
Project was shaped under the aegis of the previous economic leadership, it is imperative to
ensure that the Project’s gods are atuned to the Government's reform agenda as this would
support the nascent ownership, a critical element. She echoed the recent concerns expressed by
the recent IMF misson (Artice IV consultation) regarding the paucity of data and maintaned
that the Project’s work should bridge this gap and assuage the deficiency.

The DG unequivocaly expressed his sincere gppreciation for the BPS Project and remarked on
the excdlent rapport. He thanked the assstance provided to strengthen andyticd cgpacity in
vaious aess induding macroeconomic andyticad srengthening, information technology, and
human resources.

He clearly outlined the immense chalenges that lie ahead. The BOF suffers from a wesk cadre
of professonds — nearly 60% are below O leve (secondary school) and only close to 20% are
unlversty graduates. He sketched the prioritiesin the following aress.
Bridge the knowledge gap through training over a wide spectrum — computers to economics.
The Government’'s agreement with Microsoft would go a long away in training, the BOF is
acquiring computers to reach a high gaff-to-computer ratio.
- Introduce chart of accounts for the 2005 Budget. The DG requested assistancein this area.
. Harmonize tariffs with the region. No TA is needed.

15
QUARTERLY REPORT : JANUARY — MARCH 2004

BUDGET PROCESSES SUPPORT PROJECT

Development Alternatives, Inc.



USAID-Nigeria Budget Process Support Project; PCE-1-00-00-00015-00

- Macroeconomic training. (Note: Thisis an on-going activity of the BPS))

. Initiste consaultation with the civil society, public sector (line minidries), the private sector (to
be led by the Nigerian Economic Summit Group), and the Nationd Assembly. The DG
requested assistance in this area, particularly for the public sector.

. Ilssue a FHscd Strategy with multi-year priorities that would focus on enhancing revenues,
contralling  expenditures, targeting devdlopment spending, and edtablishing  control
mechanisms. PricewaterHouse Coopers will be retaned to focus on the nonoil sector
revenues. (About 30% of Federd revenues are from this source.)

. |ssue 2005 Budget Cdl Circular by mid-July.

- Plan for adraft 2005 Budget by mid- September.

- Strengthen the IT sector. The DG requested the return of Mr. Guillermo Jacoby, who provided
assistance in February 2004. The DG requested some funding for aloca area network.

A team of experts from the private sector is assigting the DG.

The Misson Director invited the DAI team to remark on the areas of assistance. The Chief of
Party obsarved that while the assstance is targeted to meet the BOF's Strategy, it is being
reviewed to sharpen the focus and redlign it with the Government’ s reform srategy.

BOF Strategy BPS Assistance
Boost revenues Enhance adminigration: short-term receipts (involve Inland

Revenue, Customs)

Multi-year budgeting and . Develop amulti-year revenue and expenditure framework
improved budgetary framework . Support development of a coherent multi-year fiscd Strategy,
conggent with the macroeconomic framework
. To control gpending and increase capital spending, work with
sdected (pilot) line minigries:
Set priorities
Fix expenditure limits
Introduce Medium-Term Expenditure Framework
Introduce program-based budgeting

. Strengthen budget monitoring and reporting through improved
budget classfication (with the Accountant Generd of the

Federation)
Restructure personnel Assistance provided; assess future needs
IT solutions Assstance provided; assess next steps
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Dr. Erngt emphasized the need for a sound Fiscal Strategy, which should be based on the
inextricable relaionships and linkages among the various economic sectors — monetary/banking;
baance of payments, the red sector (consumption, investment); and the government sector.
Sound macroeconomic analyss, datistica reaionships, and rdiable daia would underpin a
rigorous Fiscal Strategy.

The Misson Director concluded with the following observations:

. Overadl reassurance regarding technicd assgtance;

. Assgtance on conaultation under a joint collaboration between USAID’s PROSPECT Project
and the BPS Project;

. Ajoint review with the BOF of the BPS work plan;

. On-going quarterly reviews of the BPS Project;

- A meding with the Minister of Finance to ensure that the focus of the technicd assgtance is in
accordance with the overal reform initiative.
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Annex |11
RESTRICTED

NATIONAL ECONOMIC EMPOWERMENT AND DEVELOPMENT STRATEGY
Launch —March 15, 2004

On March 15, 2004 the Federal Government of Nigeria presented the draft of its poverty reduction
strategy — NEEDS (National Economic Empowerment and Development Strategy) and launched the
process of consultation. NEEDS is a medium-term strategy (2003-07) to achieve the goals of poverty
reduction, wealth creation, employment generation and val ue r e-orientation. Following consultations, the
Strategy will be finalized in the months ahead. The Strategy demonstrates a new determination and
seriousness about economic and social reform. It isambitiousin scopeand remainsaworkin progress. It
is uneven and its elements are not fully consistent.

Summary

K ey M essages from the Gover nment

The President
The President emphasized that NEEDS illuminates a vison and serves as the blueprint, to improve the
lives of the average Nigerian. He stressed that it is aframework of action, built in close collaboration with
the State governments and other stakeholders. It consolidates the achievements of the last four years
(1999-2003) and builds a sdid foundation for Nigeria to become the largest and strongest African
economy, and become a key player in the world economy. The President noted the commitment of the
states for the State Economic Empowerment and Development Strategy (SEEDS). He observed the
following points during his keynote address.

The Strategy, built on a participatory process, anchors on ownership to articulate a nation—wide

agenda that springs from a democratic system.

It is an action plan for budgeting and resource alocation, which would ensure a medium term

expenditure framework (MTEF).

SMEs, the socia sector, and basic infrastructure are core priorities of the Strategy.

It includes a monitoring system by the public, private and civil society.

Projects are dedlt with specifically at the sectora level.

Dr. Ngozi Okonjo-lweala, Honorable Minister of Finance
The Minister noted that the current economic Situation is untenable. Nigeria has had lost decades of
development due to negative-to-dow growth and has been one of the weakest growing economies in the
world. In contrast, it should be the pillar within the continent. The Federal Government’s commitment to
aviable economic strategy is anchored in NEEDS.
Food, roads, water, education, health and infrastructure will receive ncreased attention. The
fiscal stimulus sparked by the investment would trigger growth and increased private sector
participation — a key stakeholder.
Budgetary reforms will serve as the anchor for a sustainable fiscal framework.
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A smplified tax structure would increase the much needed revenue to meet expenditure for
capital projects. (The revenue gap after major privatization exercises is estimated at about $4.5
billion per year.)

The Minister stressed the passionate commitment of the Government and the newly appointed economic
team to implement NEEDS &fter further consultation with the stakeholders.

Professor Charles Soludo, Economic Advisor to the President
The Economic Advisor, the principal architect of NEEDS, observed that the Strategy is Nigeria's

homegrown poverty reduction strategy paper (PRSP). He stated that the framework builds on the earlier
two-year effort to produce the interim PRSP (I-PRSP), and the wide consultative and participatory
processes. He stressed that NEEDS is not just a plan on paper; it is a plan on the ground and founded on a
clear vison, sound vaues, and enduring principles.
Six zona workshops will be held for the six geopoalitica regions. One of such meetings was being
held in Enugu State for the Southeast region at the sme time the launching was going on.
Stakeholders such as the private sector, civil society and academia will be involved.
NEEDS is the master plan to remedy the unsustainable past and builds on the achievement of the
past four years. He noted that there is already a visible turn in the growth curve.
NEEDS is al about value orientation.
Estimates for the macroeconomic indicators are conservative.
Budget reforms, the MTEF, strong capital spending to promote growth, and tax reform to
mobilize resources are some of the fundamental elements.

Mrs. Oby Ezekwesili, Senior Special Assistant tothePresident (Anti-corruption and transpar ency)
Echoing similar views, she emphasized that anti-corruption reform initiatives will stop the leakages of
public resources. She observed that this is evident in the macro framework: “Reforming Government and
its Ingtitutions’ with emphasis on good governance and transparency. The framework reduces the
opportunity for bribes and kickbacks, which has been an embedded phenomenon. Government
procurements would be conducted in an open and public manner, and are based on clear rules and
procedures that are applied in a nondiscriminatory way through the Due Process mechanism. Procurement
and bidding regulations are being standardized and would be accessible to all interested parties. The anti-
corruption initiatives include:

ICPC - Independent Corrupt Practices Commission will control corruption practices.

EFCC — Economic and Financial Crimes Commission istargeted to arrest fraud.

Judicid reform will promote the rule of law.

EITI — Extractive Industry Transparency Initiative will promote transparency.

Mr. Nasir EI-Rufai, Minister, Federal Capital Territory (Public sector reform)
The Minister remarked that the role of the public sector would be that of a facilitator providing an
enabling environment for the private sector to invest and operate efficiently. He stressed that the spiraling
costs of in-kind benefits of public servants were absorbing resources needed for sociad and capita
projects. The Strategy provides a framework for monetization that would reduce waste and increase
productivity. He articulated the need to reform the public sector.

Failure of awell-engendered public service has been a key factor in inhibiting growth.
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More than 65% of the Federa Government’s revenues are being consumed by over one million
public servants.

The private sector is being crowded out because of the size of the public service.

The Minister concluded by stating that five targeted ministries — Hnance, Federal Capitd Territory,
Information, Nationa Planning and the Ministry of Education will undergo the initial round of public
service reform. In summary, he maintained that the Federal Government is too large and must be slimmed
down through privatization, deregulation and liberdization.

Mrs. Nenadi E. Usman, Minister of State for Finance (Social charter)
She discussed the social elements of the NEEDS document with particular emphasis on gender — a pivot
for development. She observed the following:
Considerable attention is paid to the socid sector through NEEDS.
The hedlth sector will be redefined through reforms at al levels and private-public partnerships
will be encouraged for effective service delivery.
Education is a vital sector, particuarly in light of the young population. It is a sector that needs to
be supported by dl levels of government.
The Federa Government will divest from the housing sector, which would free up the red estate
business, particularly within the federal capital territory.

Comments from Participants
In semi-officious comments, members from the private sector and the civil society expressed their support
and affirmed commitment.

Commentary

NEEDS is predicated on a macroeconomic framework with three main pillars:

- Reforming Government and its Institutions. This would include basic public sector
reforms, privatization, deregulation, liberalization, good governance, anti-corruption and
service ddlivery.

Growing the Private Sector. This involves targeted sectoral strategies, security, rule of
law, infrastructure, trade and regional integration.

Social Charter and Human Development Agenda. Priorities include health, education,
integrated rural development, employment, safety nets for the poor, gender and geopolitica
balance.

The Strategy outlines various economic and social targets over the medium-term (see Table 1).

- Real GDP growth is projected to reach 7% by 2007. Overal, it implies per capita GDP growth of
3.1%. The Strategy records a strong growth of 9.6% for 2003, revised from 5% estimated earlier.’
The estimated 7% growth rate for 2007 is predicated on the assumption that the reform program
would generate some momentum. Inflation is estimated to ease from 11% in 2003 and hover around
9% by 2007. The momentum n real private consumption is expected to be maintained within the

3 During itsrecent Article IV Consultation, the IMF noted that while economic policiesin 2003 were expansionary,
the Nigerian economy was estimated to have grown by 10.75%, due largely to risein oil output. In addition, the
strong performance of the agricultural sector also contributed to the strong growth.
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medium-term.

Capital expenditure, as a percentage of the total budget, is expected to increase from 35% in 2004 to
an average of 40% by 2007, with a corresponding decline in recurrent expenditures within the same
period — 65% in 2004 to 60% in 2007 — of the total budget.

Growth in the manufacturing and agricultural sector is estimated at 7% and 6% respectively for each
of the years between 2004 and 2007 — reflecting the earnings growth from non-oil exports — 5% of
total exports to more than 10% in 2007. These sectors are expected to provide a significant boost to
the economy and have suffered due to the absence of an adequate incentive framework, distortions
in the economy, and price support mechanisms. Given the dominant role of these sectors,
congderable commitment and political will is needed from the Government to make them flourish.

The Government needs to radicaly redefine its role in the system to free up resources that would
anchor the sectora dtrategies. Taking advantage of the various arrangements within WTO and
NEPAD and a vigorous implementation of the initiatives on cassava and cereals would be a big plus.
However, srengthening the lega and ingtitutional framework for the operation of micro-finance
ingtitutions would give the required incentives to SMEs to take off.

NEEDS looks to the solid minerds sector to provide employment for at least 500,000 Nigerians.
This may be doubtful and ambitious in the medium-term given the lack of adequate capacities in
processing and the uncompetitive legal and regulatory framework within the sector. The issue of
community unrest in areas of proven reserve deposits is likely to hinder any meaningful progress for
solid minerals development.

Imports are based on a conservative estimate and the growth rate of 15% in 2004 is expected to
gradualy rise to 30% by 2007. The Nigerian economy is demand-driven rather than supply-driven
and therefore imports depend on goods and services. However, the rapid growth rate of population
in Nigeria fuds this phenomenon.

The Strategy is optimistic that social charter targets would be within reach. Access to socio-
economic infrastructure and credit among households indicates that hedlth, water supply, education
and energy are the most elusive socio-economic infrastructure among Nigerid's growing poor
population, where access to hedlth is limited to some 40% while water supply and education are
available to the privileged 48% and 45% respectively.

About 62% of Nigerians do not have access to credit facilities. The nature of the economic, socia
and community structures of Nigeria, as a result of high population growth, poses problems and
impede economic growth and nationa development. Significant boost through low-interest/soft
loans would address the access to credit issue.

NEEDS vis-a-vis USAID/Nigeria Country Strategic Plan
It is important to point out that NEEDS and the Strategic Objectives espoused in USAID/Nigeria
Country Strategic Plan for 2004-2009 support common gods.

SO11: Strengthened Foundations of Democratic Governance via increased civic awareness and
accountability of inditutions go hand-in-hand with a principa pillar — Reforming Government and
Ingtitutions.

S0O12: Improved Livelihood in Selected Areas is supported by Growing the Private Sector. Various
initiatives including the Independent Corrupt Practices Commission, Economic and Financia
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Crimes Commission, the establishment of a Due process mechanism, and economic reform would
support the goal of an improved policy environment.

SO13: The objectives of Increased use of Socia Sector Services will be promoted through the

Socid Charter pillar, which includes health; education; integrated rura development; housing
devel opment; employment and youth development; safety nets; and gender and geopolitical balance.

SO14: Reduced Impact of HIV/AIDS in Selected Areas will be supported by the Socia Charter

opportunity to forge a partnership and an improved

Country Strategic Plan (2004-2009).

pillar. The health element of this pillar will focus on priority diseases.

In summary, the pillars of NEEDS support the strategic objectives within the Strategic Plan -
strengthening democratic governance, improving livelihoods, increased use of socia sector services, and
reducing HIV/AIDS. The ongoing efforts of the Government would support the Strategic Plan with an

Table 2 presents a description of some of the illustrative indicators outlined in the USAID/Nigeria

policy environment.

Tablel
Social and Economic Tar gets
2003 2004 2005 2006 2007

Rea GDP growth (%) 9.6 5.0 6.0 6.0 70
Oil Sector growth (%) 15 0.00 0.00 0.00 0.00
Non-Qil Sector growth (%) 5.8 7.3 85 8.3 9.5
Percentage reduction in poverty incidence (%) 5 5 5 5 5
Growthinreal private consunption (%) - 1 2 2 2
Inflation rate (%) 11.0 10.0 95 95 9.0
Growth in Agriculture (%) 7 6 6 6 6
Growth in the Manufacturing Sector (%) 7 7 7 7

Table 2

USAID Country Strategic Plan (2004-2009)

NEEDS (M acr oeconomic Framework)

SO11 Strengthened Foundationsfor Democratic
Governance

Refor ming gover nment and institutions
? Public sector reforms

? Governance, transparency,
programs

? Judicid reform

? Broadened accessto justice
? Promotion of human rights

anti-corruption

SO12 Improved Livelihood in Selected Areas

Refor ming gover nment and institutions

? Privatization, liberalization and deregulation will
promote market forces.

? Medium Term Expenditure framework will
promote budgetary discipline.

? Improved transparency at the Budget Office and
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USAID Country Strategic Plan (2004-2009)

NEEDS (M acr oeconomic Framewor k)

line ministries (classfication of accounts) will
heighten transparency.

? Thefisca dtrategy paper will set priorities.

? Increased consultation for the budget process
will promote transparency.

? The Fiscd Respongbility Bill will advancerigor.
? Due Processwill curb corruption.

?  Strengthening revenue collection will stop
leakages.
? Managing debt effectively will lessen fisca
pressure.

? Including the Legidature in the budget process
will harness fiscal discipline and promote prudent
public expenditure management.

? Review of annua accounts and tax revenues will
foster transparency and accountability.

SO13 Increased Use of Social Sector Services

Social Charter: Human Development Agenda
and Growing the Private Sector

? Education (adult literacy rate of about 65% by
2007)

? Sdafety Nets

? Access to safe drinking water to at least 70%

? Crestion of about 7 million jobs

? Expanding existing specia education programs

SO14 Reduced impact of HIV/AIDS in selected
States

Social Charter: Human Development Agenda

? Hat HIV/AIDS prevaence rate in 2004 at 7%

? Increase immunization coverage to 60% by
2007, srengthening of NAFDAC to cover more
areas, strengthening primary health care services

? Redructure the Ministry of Hedth to better
define hedlth care services

? Foster hedlth care partnerships for effective
collaboration
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Annex |V

TRAINET INFORMATION

1 Name/title of workshop Macroeconomic Working Group
2 Target group (number of participants) Budget Office of the Federation (4), Ministry of
FHnance (1), Federd Office of Statistics (2),
Nationad Planning Commission (3), Accountant
Generd of the Federation (1), Central Bank of
Nigeria (1)
3 Duretion of activity Weekly mestings
4 Training type eg. Workshop Traning/capacity building and workshop
5 Venue of activity Weekly trainings are hdd in the BPS office
. Workshops are held in off-gte locations
6 Full-time (lodging)/hdf-time Not applicable during the reporting period
7 Attendance (Mde) (Femde) Mde—11, Femde—1
8 Cog of communication & materias Weekly — Naira 1,000 (approximate)
9 International and local travel Local travel: Not gpplicable during the
period
Internationd travel: Not applicable during
the period
10 | Lodging and per diem Not gpplicable during the reporting period
11 | Counterpart funding/cost share Not gpplicable during the reporting period
12 | Description of activity Training in computers, economics, financia
management, econometrics, satistics, economic
modding
13 | Objectives of activity Strengthen macroeconomic capacity and
budgeting process
14 | Were the objectives met? The macroeconomic training programisan
evolving and on-going process with an ultimate
objective of supporting the budget processto
improve the policy environmen.
15 | Any successesrelated to program? The results are showing initid dgns of progress
and should contribute to the reform process.
16 | Lessonslearnt The dructure of the group is heterogeneous

from educationd and experience standpoints As
such, continue to re-structure and sharpen the
focus of traning to bridge the gaps of the

participants.
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